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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Enclosed  is  the  report  on  the  audit  of  the  Montana  State  Library 
for  the  two  years  ended  June  30,  1983. 

The  audit  was  conducted  by  G.  Dean  Reed,  CPA,  under  a  contract 
between  the  firm  and  our  office.  The  coiiijiients  and  recommendations 
contained  in  this  report  represent  the  views  of  the  firm  and  not 
necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 

Respectfully  submitted, 


Robert  R.  Ringwood 
Legislative  Auwitor 
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SUMMARY  OF  RECOMMENDATIONS 


Make  a  year  end  accounting  adjustment  to 
recognize  revenue  in  accordance  with 
generally  accepted  accounting  principles 
and  state  accounting  policies. 

Agency  Reply  -  Concur.  See  page  22. 


Charge  expenditures  to  the  programs  for 
which  they  are  budgeted  and,  if  necessary, 
seek  budget  transfers  rather  than  charging 
expenditures  to  the  ^.nrong  program. 

Agency  Reply  -  Concur.  See  page  22. 


Clear  the  existing  overexpenditure  of  the 
Library's  1982-83  General  Fund  sub-appropriation 
for  the  General  Library  Services  program  from 
SBAS  records. 

Agency  Reply  -  Concur.   The  recommended  adjustment  has 
been  made.   See  page  23. 


Review  the  Library's  disbursements  made  in  late 
1982-83  and  reclassify  as  1983-84  expenditures 
those  disbursements  that  were  for  services  to  be 
received  in  1983-84. 

Agency  Reply  -  Concur.   See  page  23. 


Initiate  action  to  properly  dispose  of  the  balance 
of  the  Library's  expense  advances  account  dating 
back  to  April  1983. 

Agency  Reply  -  Concur.   See  page  23. 


Record  deposits  with  publishers  as  expense  advances 
and  clear  the  advances  to  expenditures  based  on 
publications  received. 

Agency  Reply  -  Concur.   See  page  23. 
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Page 

Process  payments  to  other  state  agencies  by  means 

of  no-warrant  transfers  as  opposed  to  transfer 

warrant  claims.  10 

Agency  Reply  -  Concur.   See  page  23. 


Take  a  current  physical  inventory  of  fixed  assets, 
compare  and  reconcile  differences  with  the  fixed 
assets  records,  record  the  necessary  adjustments, 
maintain  the  fixed  assets  records  on  a  current 
basis,  and  perform  physical  counts  and  reconcil- 
iations on  an  annual  basis  in  the  future.  11 

Agency  Reply  -  Concur.   See  page  23. 


Complete  and  file  a  corrected  federal  cash  status 
report  for  June  30,  1983,  and  file  future  reports 
on  the  cash  basis.  12 


Agency  Reply  -  Concur.   See  page  23. 


G.  DEAN  REED 

CERTIFIED  PUBLIC  ACCOUNTANT 

P.O.  BOX  5026  AREA  CODE  406 

HELENA.  MONTANA  59604  TELEPHONE  442-6050 


October  17,  1983 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

I  have  examined  the  Combined  Balance  Sheet  of  the  Montana  State  Library 
as  of  June  30,  1983,  and  the  related  Combined  Statements  of  Revenues, 
Expenditures,  and  Changes  in  Fund  Balance-Budget  and  Actual,  for  the  fiscal 
years  ended  June  30,  1982,  and  June  30,  1983.   My  examination  was  made  in 
accordance  with  generally  accepted  auditing  standards.  Standards  for  Audit 
of  Governmental  Organizations,  Programs,  Activities,  and  Functions  (1981), 
and  Guidelines  for  Financial  and  Compliance  Audits  of  Federally  Assisted 
Programs  (1980),  and  accordingly,  included  such  tests  of  the  accounting 
records  and  other  auditing  procedures  as  I  considered  necessary  in  the 
circumstances. 

As  described  in  Note  6  to  the  financial  statements,  the  Library's  reported 
General  Fixed  Assets  balance  of  $1,236,849  was  determined  with  incomplete 
information  and  its  validity  is  in  doubt.   Accordingly,  I  cannot  express  an 
opinion  on  the  General  Fixed  Assets  Account  Group. 

In  my  opinion,  except  for  the  General  Fixed  Asset  Account  Group,  the  finan- 
cial statements  referred  to  above  present  fairly  the  financial  position  of 
the  Montana  State  Library  at  June  30,  1983,  and  the  results  of  its  operations 
and  the  changes  in  fund  balances  for  the  two  fiscal  years  then  ended,  in  con- 
formity with  generally  accepted  accounting  principles  which  have  been  applied 
on  a  consistent  basis. 

My  examination  was  made  for  the  purpose  of  forming  an  opinion  on  the  combined 
financial  statements  taken  as  a  whole.   The  accompanying  Schedule  of  Federal 
Grant  Receipts  and  Expenditures  is  presented  for  disclosure  purposes  as  re- 
quired by  Guidelines  for  Financial  and  Compliance  Audits  of  Federally  Assisted 
Programs  and  is  not  a  required  part  of  the  combined  financial  statements  of 
the  Montana  State  Library.   The  schedule  has  been  subjected  to  the  auditing 
procedures  applied  in  the  examination  of  the  combined  financial  statements 
and,  in  my  opinion,  is  fairly  stated  in  all  material  respects  in  relation  to 
the  combined  financial  statements  taken  as  a  whole. 

In  my  opinion,  the  Library  complied  with  the  terms  and  provisions  of  laws 
and  regulations  for  the  transactions  tested  that  could  have  materially 
affected  the  Library's  financial  statements.   In  connection  with  my  examina- 
tion, nothing  came  to  my  attention  that  caused  me  to  believe  that  the  Library 
was  not  in  compliance  with  the  terms  and  provisions  of  laws  and  regulations 
for  those  transactions  not  tested. 


COMMENTS 

GENERAL 

I  performed  a  financial/compliance  audit  of  the  Montana  State  Library 
for  the  fiscal  years  ended  June  30,  1982  and  June  30,  1983.   The  objectives 
of  the  audit  were  to:  (1)  determine  if  the  Library's  financial  statements 
present  fairly  its  financial  position  and  results  of  operations  for  the  two 
fiscal  years  ended  June  30,  1983;  (2)  determine  if  the  Library  complied  with 
applicable  laws  and  regulations;  (3)  make  recommendations  for  improvement 
in  the  management  and  internal  controls  of  the  department. 

The  Montana  State  Library  (the  Library)  is  the  focal  point  of  adminis- 
tration of  public  library  service  in  Montana.   The  Library  operates  under 
policies  established  by  the  State  Library  Commission.   The  Commission  was 
created  by  statutes  enacted  in  1929,  which  are  currently  codified  in  Title 
22,  Chapter  1,  MCA.   The  Commission,  until  May  1983,  consisted  of  five 
members.   The  1983  Legislature  expanded  the  Commission  to  seven  members, 
consisting  as  follows:   the  State  Superintendent  of  Public  Instruction  or 
his  designee,  a  librarian  appointed  by  the  Commissioner  of  Higher  Education 
from  the  Montana  University  System,  and  five  persons  appointed  by  the  Governor. 

The  function  of  the  Commission  as  set  forth  in  the  statutes  is  to 
(1)  give  assistance  and  advice  to  all  public  libraries  and  local  government 
agencies  which  may  propose  to  establish  libraries  within  the  state,  (2)  main- 
tain and  operate  a  state  library,  (3)  accept  and  expend  federal  and  other 
grants,  (4)  establish  rules,  regulations,  and  standards  for  the  State  Library, 
(5)  provide  services  to  the  blind  and  physically  handicapped,  (6)  develop 
standards  for  public  libraries,  (7)  furnish  library  assistance  and  services 
to  state  agencies  and  residents  inadequately  serviced  by  libraries,  (8) 
designate  areas  for  the  establishment  of  federations  of  libraries,  and 
(9)  appoint  the  State  Librarian. 


A  major  emphasis  of  the  state  library  program  is  a  system  of  federations 
within  the  state  library  system.   The  federations  constitute  a  division  of 
the  State  into  six  regions,  each  with  a  locally  administered  headquarters 
location.   Most  local  library  services  are  administered  through  the  feder- 
ations as  opposed  to  directly  with  the  State  Library.   For  example,  if  some- 
one not  being  served  with  direct  library  service  wishes  service,  that  person 
is  encouraged  to  seek  the  service  through  a  federation  library  rather  than 
directly  with  the  State  Library. 

The  activities  of  the  State  Library  are  grouped  into  five  programs  as 
follows : 

1.  General  Library  Services  -  This  program  provides  library  services 

for  state  agencies  and  assistance  to  public  libraries  and  federations. 
The  program  also  includes  administration  of  library  development 
activities  financed  by  a  portion  of  the  State's  coal  severence  tax. 

2.  Library  Networks  -  This  entails  providing  Montana  residents  with  a 
computer  network  that  enables  access  to  bibliographic  information 
and  materials  in  libraries  throughout  the  state  and  nation  through 
interlibrary  loan  and  sharing  of  resources. 

3.  Institutional  Library  Services  -  This  program  consists  of  providing 
the  residents  of  Montana's  institutions  with  library  services  as 
part  of  the  rehabilitation  and  therapy  programs. 

4.  Library  Services  for  the  Blind  and  Physically  Handicapped  -  The  ob- 
jective of  this  program  is  to  provide  blind  and  physically  handicapped 
readers  access  to  special  information  resources. 

5.  Administration 

The  State  Library  operations  are  financed  from  General  Fund  appropriations, 
federal  grants  pursuant  to  the  Library  Service  and  Construction  Act,  and 
apportionments  from  the  State's  coal  severance  tax.   Federal  grants  to  the 
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Library  for  the  three  federal  fiscal  years  covered  at  least  in  part  by  this 

audit  were  as  follows: 

Federal  FY  Ending 
September  30: 

1981  $  457,244 

1982  441,032 

1983  440,909 

Grant  provisions  allow  carrying  over  for  one  year  the  unexpended  balance  from 
each  grant.  All  matching  conditions  were  met  for  the  first  two  listed  grants 
which  were  completed  during  the  audit  period. 

The  Library  is  currently  authorized  to  have  25'-^  employees,  with  all  but 
one  institutional  librarian  located  in  Helena.   Until  November  1982,  the  State 
Library  was  housed  in  a  leased  building  in  Helena.   In  November  1982,  the 
Library  moved  into  the  new  state-owned  Justice/State  Library  Building  in  the 
Capitol  complex  in  Helena. 

INTERi\AL  CONTROL 

As  part  of  my  examination  I  made  a  study  and  evaluation  of  the  Library's 

system  of  internal  accounting  control  to  the  extent  considered  necessary  to 

evaluate  the  system  as  required  by  generally  accepted  auditing  standards  and 

the  standards  for  financial  and  compliance  audits  contained  in  the  U.S.  General 

Accounting  Office  "Standards  for  Audit  of  Governmental  Organizations,  Programs, 

Activities  and  Functions."   For  the  purpose  of  the  report,  I  have  classified 

the  significant  internal  accounting  controls  in  the  following  categories: 

General 

Cash  Receipts,  Receivables,  and  Revenue 

Cash  Disbursements,  Payables,  and  Expenditures 

Payroll 

Equipment 

Budgetary  Control 

My  study  included  all  of  the  control  categories  listed  above.   The  purpose 

of  my  study  and  evaluation  was  to  determine  the  nature,  timing,  and  extent 

of  the  auditing  procedures  necessary  for  expressing  an  opinion  on  the  Library's 


financial  statements.   My  study  and  evaluation  was  more  limited  than  would 
be  necessary  to  express  an  opinion  on  the  system  of  internal  accounting  con- 
trol taken  as  a  whole  or  on  any  of  the  categories  of  controls  identified  above. 

The  Library's  management  is  responsible  for  establishing  and  maintaining 
a  system  of  internal  accounting  control.   In  fulfilling  this  responsibility, 
estimates  and  judgments  by  management  are  required  to  assess  the  expected 
benefits  and  related  costs  of  control  procedures.   The  objectives  of  a  system 
are  to  provide  management  with  reasonable,  but  not  absolute,  assurance  that 
assets  are  safeguarded  against  loss  from  unauthorized  use  or  disposition,  and 
that  transactions  are  executed  in  accordance  with  management's  authorization 
and  recorded  properly  to  permit  the  preparation  of  financial  statements  in 
accordance  with  generally  accepted  accounting  principles. 

Because  of  inherent  limitations  in  any  system  of  internal  accounting 
control,  errors  or  irregularities  may  nevertheless  occur  and  not  be  detected. 
Also,  projection  of  any  evaluation  of  the  system  to  future  periods  is  subject 
to  the  risk  that  procedures  may  become  inadequate  because  of  changes  in  con- 
ditions or  that  the  degree  of  compliance  with  the  procedures  may  deteriorate. 

My  study  and  evaluation  made  for  the  limited  purpose  described  in  the 
first  paragraph  would  not  necessarily  disclose  all  material  weaknesses  in 
the  system.   Accordingly,  I  do  not  express  an  opinion  on  the  system  of  internal 
accounting  control  of  the  Library  taken  as  a  whole  or  on  any  of  the  categories 
of  controls  identified  in  the  first  paragraph.   However,  my  tests  disclosed  no 
material  weaknesses  in  the  Library's  internal  control. 

This  report  is  intended  solely  for  the  use  of  management  and  the  leg- 
islature and  should  not  be  used  for  any  other  purpose.   This  restriction  as 
to  use  is  not  intended  to  limit  the  distribution  of  this  document  which,  upon 
presentation  to  the  Legislative  Audit  Committee,  is  a  matter  of  public  record. 
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REVENUE  RECOGNITION 

In  the  Legislative  Auditor's  audit  report  for  the  two  fiscal  years  ended 
June  30,  1981,  it  was  pointed  out  that  the  Library  had  made  no  year  end  adjust- 
ments to  properly  present  revenue  (federal  grant  proceeds  and/or  receivables) 
in  accordance  with  generally  accepted  accounting  principles.   The  same  situation 
occurred  at  June  30,  1982  and  June  30,  1983. 

The  Library  receives  the  federal  grants  by  means  of  periodic  draws  against 
letters  of  credit  through  a  local  bank.   The  amounts  received  are  usually  round 
dollar  amounts  representing  expected  cash  needs  for  a  period  of  time.   Accord- 
ingly, at  any  given  point  in  time  (e.g.  state  year  end  June  30),  the  Library 
has  either  received  more  than  it  has  earned  or  has  earned  more  than  it  has 
received.   Generally  accepted  accounting  principles  and  state  accounting  policy 
provide  that  adjusting  entries  should  be  made  to  properly  present  the  status 
of  grants  at  year  end.   If  more  has  been  earned  than  received,  a  receivable 
should  be  recorded  offset  by  revenue  for  the  uncollected  amount.   If  more  has 
been  received  than  was  earned  (as  was  the  case  by  approximately  $3,000  at  both 
June  30,  1982  and  June  30,  1983,  revenue  should  be  reduced  and  recorded  as  a 
deferred  credit  for  the  excess  collected. 

Audit  adjustments  have  been  made  in  the  accompanying  financial  statements 
to  properly  recognize  the  revenue,  however,  this  should  be  a  standard  year  end 
entry  by  the  Library. 

RECOMMENDATION 

I  recommend  that  the  Library  make  a  year  end  accounting  adjustment  to 
recognize  revenue  in  accordance  with  generally  accepted  accounting 
principles  and  state  accounting  policies. 
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APPROPRIATION  CONTROL 

In  the  Legislative  Auditor's  audit  report  for  1979-80  and  1980-81 
it  was  pointed  out  that  1979-80  expenditures  were  charged  to  1980-81,  and 
as  a  result,  the  1979-80  General  Fund  appropriation  was  overexpended. 
No  such  event  was  noted  for  1981-82  or  1982-83  that  resulted  in  an  over- 
expenditure  of  appropriations  in  the  legislative  appropriation  acts.   How- 
ever, several  instances  were  noted  where  expenditures  were  charged  to  the 
wrong  program  and/or  fiscal  year,  as  follows: 
Program  Costs 

Once  legislative  appropriations  are  determined,  state  agencies  and  the 
Office  of  Budgeting  and  Program  Planning  finalize  an  operational  plan  for 
input  into  the  Statewide  Budgeting  and  Accounting  System  (SBAS).   The  plan 
breaks  the  legislative  appropriations  dovm  into  sub-appropriation  controls. 
In  the  Library's  case  for  1981-82  and  1982-83,  the  sub-appropriations  were 
categorized  by  the  Library's  programs  -  general  library  services,  networks, 
institutional  services,  BPH  services,  and  administration. 

The  State's  budgetary  procedures  enable  a  state  agency  to  request  a 
budget  transfer  between  programs  (sub-appropriations)  if  the  agency  deter- 
mines a  need  more  than  budgeted  in  one  or  more  of  its  programs.   During  the 
latter  part  of  the  1982-83  year,  the  Library  incurred  several  expenditures 
for  its  Institutional  Services  and  BPH  programs  that  were  charged  to  the 
General  Library  Services  program  because  the  sub-appropriations  for  the 
former  two  programs  were  fully  expended.   The  total  of  the  items  noted  were 
over  $4,000. 

The  effect  is  that  the  sub-appropriations  were  exceeded  and  program 
costs  were  misstated.   A  better  approach  would  have  been  to  seek  budget  trans- 
fers and,  if  approved,  charge  the  expenditures  to  the  proper  program.   If  the 
requested  transfers  were  not  approved,  the  Library  should  delay  the  purchases 
until  the  new  year  when  spending  authority  was  available  in  the  programs 

involved. 
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RECOMMENDATION 

I  recommend  that  the  Library  charge  expenditures  to  the  programs  for  which 

they  are  budgeted  and,  if  necessary,  seek  budget  transfers  rather  than 

charging  expenditures  to  the  wrong  program. 

General  Library  Services 

As  of  September  30,  1983,  the  General  Library  Services  Program  General 
Fund  sub-appropriation  for  1982-83  was  overexpended  by  $399.51  on  SBAS.   The 
overexpenditure  should  be  cleared  by  a  budget  transfer,  accrual  cancellation, 
or  expenditure  transfer  to  the  GLS  sub-appropriation  in  the  Earmarked  Revenue 
Fund,  etc. 

RECOMMENDATION 

I  recommend  that  the  Library  clear  the  existing  overexpenditure  of  its 
1982-83  General  Fund  sub-appropriation  for  the  General  Library  Services 
program  from  SBAS  records. 

Advance  Payments 

Several  instances  were  noted  where  in  late  1982-83  payments  were  made 
and  charged  to  1982-83  appropriations  that  were  for  services  (airfare,  rentals, 
etc.)  to  be  received  in  1983-84.   Such  payments  should  be  recorded  as  "Expense 
Advances"  (as  asset  account) ,  and  expenditures  should  be  charged  to  the  year 
in  which  the  services  are  received. 
RECOMMENDATION 

I  recommend  that  the  Library  review  its  disbursements  made  late  in  1982-83 
and  reclassify  as  1983-84  expenditures  those  disbursements  that  were  for 
services  to  be  received  in  1983-84. 

EXPENSE  ADVANCES 
Travel 

Advances  for  employees'  travel  are  often  made  prior  to  the  employees' 
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departure  to  prevent  the  employees  from  being  required  to  use  their  personal 
resources  for  state  business.  This  is  a  standard  state  policy  and  SBAS  pro- 
vides the  means  for  the  proper  accounting  for  the  advances  and  their  disposition. 

The  balance  of  the  Library's  expense  advances  account  (Federal  &  Private 
Revenue  Fund)  at  June  30,  1983  ($195),  consisted  of  an  advance  registration 
payment  made  in  April  1983  for  an  employee's  attendance  at  a  workshop.   Doc- 
umentation attached  to  the  payment  claim  states  that  all  but  a  $50  non-refund- 
able deposit  will  be  refunded  if  the  employee  did  not  attend  the  workshop. 
The  employee  advises  that  she  did  not  attend  the  workshop,  yet  the  expense 
advance  had  not  been  cleared  by  June  30,  1983,  and  still  remained  as  the 
balance  of  the  account  at  September  30,  1983. 

RECOMMENDATION 

I  recommend  that  the  Library  initiate  action  to  properly  dispose  of  the 
balance  of  its  expense  advances  account  dating  back  to  April  1983. 

Publications 

One  means  that  the  Library  uses  to  purchase  library  publications  is  to 
make  deposits  with  publishers,  and  orders  are  charged  to  the  deposits  as  the 
publications  are  shipped.   The  Library's  current  practice  is  to  record  the 
deposit  payments  as  expenditures  at  the  time  the  claim  is  processed  for  payment. 
A  better  approach  would  be  to  record  the  deposit  payments  as  "Expense  Advances" 
(as  asset  account) ,  and  charge  expenditures  (reducing  expense  advance  account) 
based  upon  notices  from  the  publishers  of  charges  against  the  deposits.   This 
would  establish  formal  control  over  the  advance  deposits  and  result  in  expend- 
itures being  charged  for  specific  publications. 
RECOMMENDATION 

I  recommend  that  the  Library  record  deposits  with  publishers  as  expense 
advances  and  clear  the  advances  to  expenditures  based  on  publications 
received. 
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PAYMENTS  TO  STATE  AGENCIES 

Several  years  ago  the  State  adopted  a  procedure  whereby  an  obligation 
owed  by  one  state  agency  to  another  could  be  paid  by  an  accounting  transfer 
document  ("no-warrant  transfer").   Use  of  this  form  precludes  the  cost  of 
producing  state  warrants,  processing  them  through  the  banking  system  and 
state  treasury,  and  preparing  collection  reports  by  the  receiving  agency. 

For  the  most  part,  the  Library  utilizes  no  warrant  transfer  documents 
for  payment  of  state  agency  invoices.   However,  numerous  instances  were 
noted  where  payments  to  other  state  agencies  were  made  by  transfer  warrant 
claims  (requiring  warrant  preparation,  processing,  etc.)  as  opposed  to  no- 
warrant  transfers. 

RECOMMENDATION 

I  recommend  that  the  Library  process  payments  to  other  state  agencies 
by  means  of  no-warrant  transfers  as  opposed  to  transfer  warrant  claims. 

FIXED  ASSETS 

The  State  has  a  system  for  state  agencies  to  account  for  their  fixed 
assets  known  as  the  Property  Accountability  and  Management  System  (PAMS). 
The  Library  has  two  classes  of  fixed  assets  -  equipment  and  library  documents  - 
and  utilizes  PAMS  to  account  for  these  assets. 

The  Library's  PAMS  accounts  were  up-to-date  as  of  June  30,  1982.   However, 
during  1982-83,  only  one  minor  PAMS  entry  was  processed.   Subsequent  to  the 
year  end  cutoff,  a  listing  of  a  substantial  part  of  the  Library's  1982-83 
acquisitions  was  provided  to  the  State  Accounting  Division. 

When  the  Library  moved  into  its  new  facility  in  November  1982,  the  Library 
acquired  a  substantial  amount  of  new  equipment.   This  equipment  had  not  been 
purchased  by  the  Library  directly  but  was  acquired  as  part  of  a  bulk  purchase 
contract  for  the  whole  Justice/State  Library  Building  by  the  State  Architecture 
and  Engineering  Division.  That  contract  had  several  schedules  (categories)  of 
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equipment  and  the  Library  has  received  only  one  of  the  schedules  from  the 
A  &  E  Division.   Library  equipment  purchased  from  the  one  schedule  provided 
is  included  in  the  PAMS  information  provided  to  the  State  Accounting  Division. 
The  cost  of  Library  equipment  purchased  from  some  of  the  other  schedules  of 
the  contract  is  significant  but  is  not  yet  accounted  for  in  PAMS. 

A  significant  feature  of  a  fixed  asset  control  system  is  a  periodic 
physical  count  of  the  assets,  comparison  of  the  count  with  the  accounting 
records,  resolution  of  differences,  and  adjustment  of  the  accounting  records 
to  the  physical  count.   This  can  be  viewed  as  comparable  to  reconciling  a 
bank  account  to  verify  that  what  an  individual,  company,  etc.  has  in  the  bank 
agrees  with  what  they  think  they  have.   They  start  with  the  recorded  account- 
ability (bank  statement  balance),  deduct  for  equipment  not  there  (bank  service 
charge,  printed  check  charge,  etc.),  add  equipment  not  on  accountability  list 
(interest  earned,  deposits  in  transit,  etc.),  and  end  up  with  the  equipment 
they  actually  have  (reconciled  bank  balance).   The  last  physical  count  and 
reconciliation  performed  by  the  Library  was  in  1981.   A  more  frequent  count 
and  reconciliation  (preferably  annually)  is  necessary  to  insure  adequate 
accountability  for  the  Library's  fixed  assets.   This  is  particularly  so  in 
view  of  the  Library's  recent  move  and  acquisition  of  equipment  through  the 
A  &  E  Division. 

RECOMMENDATION 

I  recommend  that  the  Library  take  a  current  physical  inventory  of  its 
fixed  assets,  compare  and  reconcile  differences  with  its  fixed  asset 
records,  record  the  necessary  adjustments,  maintain  its  fixed  assets 
records  on  a  current  basis,  and  perform  physical  counts  and  recon- 
ciliations on  an  annual  basis  in  the  future. 


FEDERAL  CASH  STATUS  REPORT 

As  a  condition  of  its  federal  LSCA  grants,  the  Library  normally  completes 
a  quarterly  cash  status  report  and  report  of  expenditures  of  LSCA  grant  pro- 
ceeds.  Because  of  late  arrival  of  the  federal  generated  report  forms,  the 
June  30,  1983  report  covered  the  six  months  ended  June  30,  1983.   The  directions 
for  completion  of  the  report  specify  that  the  report  should  be  completed  on 
the  cash  basis.   The  Library  had  completed  prior  reports  on  the  cash  basis  but 
the  June  30,  1983  report  shows  expenditures  on  the  accrual  basis.   In  addition, 
expenditures  made  and  classified  as  prior  year  adjustments  on  SBAS  were  not 
included  as  expenditures.   The  net  effect  is  that  the  June  30,  1983  report 
overreported  expenditures  and  underreported  the  cash  balance  by  $10,241. 

RECOMMENDATION 

I  recommend  that  the  Library  complete  and  file  a  corrected  federal  cash 

status  report  for  June  30,  1983,  and  file  future  reports  on  the  cash  basis. 

PRIOR  AUDIT  RECOMMENDATIONS 

The  last  previous  financial/compliance  audit  of  the  Montana  State  Library 
was  the  Legislative  Auditor's  audit  for  the  two  fiscal  years  ended  June  30,  1981. 
The  report  resulting  from  that  audit  contained  five  recommendations. 

The  Library  fully  implemented  three  of  the  recommendations.   One  of  the 
recommendations  (relating  to  revenue  recognition)  was  not  implemented  and  is 
discussed  in  a  preceding  section  of  these  comments.   On  the  fifth  recommendation 
(relating  to  appropriation  control) ,  the  Library  partially  implemented  the  re- 
commendation as  also  discussed  in  a  preceding  section  of  these  comments. 

FINAL  COMMENTS 

I  would  like  to  thank  the  Library  Commission,  State  Librarian,  and  staff 
for  their  cooperation  and  assistance  provided  during  the  audit. 
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MONTANA  STATE  LIBRARY 
COMBINED  BALA:iCE  SHEET 
ALL  FUNDS  AND  ACCOUNT  GROUP 
June  30,  1983 


GOVERNMENTAL  FUND  TYPES 


ASSETS 

Revolving  Cash  Fund 

Cash  in  State  Treasury 

Due  from  Other  Funds 

Expense  Advances 

Appropriation  Available 
to  Pay  Liabilities 

Equipment  and  Books 

Total 


Special 

General 

Revenue 

Fund 

Fund 

350 


1,923 


58,395 


33,707 


195 


FIDUCIARY 

FUND 

Agency 
Fund 


$  60,668     $  33.902 


$ 1 


ACCOUNT 
GROUP 

General 
Fixed 

Assets 


1.236,849 
$1,236,849 


LIABILITIES  AND  FUND  EQUITY 


Liabilities: 

Accounts  Payable 


$  44,230 
14,165 


Accrued  Expenditures 

Due  to  Other  Funds  - 

Due  to  Consolidated  Entity   2,273 

Deferred  Revenue         ^_ 

Total  Liabilities 


Investment  in  General 
Fixed  Assets 

Fund  Balance 

Total 


60,668 


$  60,668 


$  12,073 

11,829 

1,923 

3,174 
28,999 


4,903 


$  33.902 


$ 1 


1,236,849 


$1,236.849 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  STATE  LIBRARY 
COMBINED  STATmENTS  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALMCE  -  BUDGET  AND  ACTUAL  (Continued) 
FIDUCIARY  FUND 
Fiscal  Year  Ended  June  30,  1983 


REVENUES : 

Federal  Assistance 


Budget 


Actual 


Variance 


$  126,888    $  3,591     $(123,297) 


EXPENDITURES: 

General  Library  Services 

EXCESS  (DEFICIENCY)  OF  REVENUES 
OVER  EXPENDITURES 


130,A80 


(3,592) 


3,591 


126,889 


3,592 


OTHER  FINANCING  SOURCES  (USES): 
None 

EXCESS  (DEFICIENCY)  OF  REVENUES  OVER 
EXPENDITURES  AND  OTHER  SOURCES  (USES) 


(3,592) 


3,592 


FUND  BALANCE,  July  1,  1982 
FUND  BALANCE,  June  30,  1983 


$   (3,592)    $_ 


$   3,592 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  STATE  LIBRARY 
COMBINED  STATEMENTS  OF  REVENUES,  EXPENDITURES,  AJJD 

CHANGES  IN  FU^ID  BALAxNCE  -  BUDGET  AND  ACTUAL  (Continued) 
FIDUCIARY  FUND 
Fiscal  Year  Ended  June  30,  1982 


REVENUES : 

Federal  Assistance 

EXPENDITURES: 

General  Library  Services 

EXCESS  (DEFICIENCY)  OF  REVENUES 
OVER  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES) : 
Prior  Year  Adjustments 

EXCESS  (DEFICIENCY)  OF  REVENUES  OVER 
EXPENDITURES  AND  OTHER  SOURCES  (USES) 

FUND  BALANCE,  July  1,  1981 

FUND  BALANCE,  June  30,  1982 


Budget 


107,462 


(22,742) 


(22,742) 
(7,073) 


Actual 


103,870 


7,073 


7,073 

(7,073) 


$(29,815)    $_ 


Variance 


$  84,720     $103,870     $  19,150 


3,592 


22,742 


7,073 


29,815 


$  29,815 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 
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MONTANA  STATE  LIBRARY 
NOTES  TO  FINANCIAL  STATEMENTS 
Two  Fiscal  Years  Ended  June  30,  1983 


1.   SUMMARY  OF  SIGNIFIC^IH'  ACCOUNTING  POLICIES 

A.  Basis  of  Accounting 

The  accounts  of  the  State  of  Montana  are  maintained,  and  the  accompany- 
ing financial  statements  have  been  prepared,  utilizing  the  modified 
accrual  basis  of  accounting.   Under  the  modified  accrual  basis  of  account- 
ing, expenditures  are  recorded  when  a  legal  liability  exists.   Revenues 
are  recorded  when  received  in  cash  unless  susceptible  to  accrual. 
Revenues  are  susceptible  to  accrual  if  (1)  they  are  measurable  and 
available  to  finance  expenditures  of  the  fiscal  period,  or  (2)  are 
material  in  amount  and  are  not  received  at  the  normal  time  of  receipt. 

B.  Fund  Types 

The  State's  accounts  are  organized  by  a  fund  structure  as  outlined  in 
Section  17-2-102,  MCA.   For  financial  presentation,  these  funds  are 
classified  according  to  the  National  Council  on  Governmental  Accounting 
(NCGA) ,  Governmental  Accounting  and  Financial  Reporting  Principles 
Statement  1,  as  follows: 

Governmental  Funds 

The  General  Fund  -  Used  to  account  for  all  moneys,  except 
those  moneys  required  to  be  accounted  for  in  another  fund. 
General  fund  moneys  deposited  in  the  state  treasury  are 
available  to  defray  the  costs  of  state  government. 

Special  Revenue  Funds  -  Used  to  account  for  the  proceeds  of 
specific  revenue  sources  that  are  legally  restricted  to  expen- 
ditures for  specified  purposes.   Special  revenue  funds  include 
the  Earmarked  Revenue  Fund  and  the  Federal  and  Private  Revenue 
Fund. 

Fiduciary  Fund 

Agency  Fund  -  Used  to  account  for  assets  held  by  the  Library 
as  an  agent  for  other  governmental  units.   The  assets  of  this 
fund  are  federal  grants  that  are  passed  on  to  local  libraries 
The  fund  was  formerly  known  as  the  Federal  6i  Private  Grant 
Clearance  Fund. 

C.  Inventories 

Supplies  are  expensed  at  the  time  of  purchase.   Supplies  inventory 
is  not  material  in  value. 
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D.  Vacation  and  Sick  Leave 

Liabilities  incurred  because  of  employees'  unused  vacation  and  sick 
pay  are  not  recorded.   The  related  expenditures  are  recorded  when 
paid.   Permanent  employees  are  allowed  to  accumulate  and  carryover 
into  90  days  of  a  new  calendar  year  a  maximum  of  two  times  their 
annual  accumulation  of  vacation.   Upon  termination,  qualifying 
employees  having  unused  accumulated  vacation  and  sick  leave  receive 
100  percent  payment  for  vacation  and  25  percent  payment  for  sick 
leave.   The  liability  amount  associated  with  unused  accumulated 
vacation  and  sick  leave  at  June  30,  1982  and  1983,  is  maintained  on 
an  hourly  basis  rather  than  by  dollar  amount.   The  monetary  liability 
is  not  calculated  until  an  employee  terminates. 

2.  RETIREMENT  PLAN 

Library  employees  are  covered  by  the  Public  Employees'  Retirement  System, 
a  statewide  contributory  plan  under  which  the  state  contributes  6.32%  of 
an  employee's  gross  wages  and  the  employee  contributes  6%  of  his  gross 
wages.   The  Library  incurred  pension  costs  of  $23,703  during  1981-82 
and  $26,854  during  1982-83.   The  unfunded  past  service  costs  and  actu- 
arially computed  value  of  vested  benefits  were  not  readily  available  for 
members  of  the  plan  employed  by  the  Library. 

3.  LEASE  COMMITMENTS 

The  Library  had  no  lease  commitments  at  June  30,  1983. 

4.  BUDGET 

The  Library  utilizes  a  fixed  annual  basis  of  budgeting.   Under  the  fixed 
annual  method,  specific  dollar  appropriations  are  established  for  each 
fiscal  year  of  a  biennium  by  the  legislature.   Appropriations  control 
the  Library's  expenditures  during  each  fiscal  year.   At  the  end  of  each 
year,  the  unexpended  balance  of  the  Library's  appropriations  revert  to  the 
fund  of  original  appropriation.   The  reverted  appropriation  balances  may 
be  used  in  the  subsequent  year  as  authorization  to  pay  for  valid  prior 
year  obligations  not  previously  accrued. 

Budget  amendments,  subject  to  the  Governor's  approval,  may  be  adopted 
authorizing  state  agencies  to  spend  moneys  that  were  not  available  for 
consideration  by  the  legislature  that  become  available  from  sources  other 
than  the  General  Fund  or  federal  revenue  sharing. 

5.  CONTINGENT  LIABILITIES 

As  ot  the  audit  report  date,  the  State  Library  is  involved  in  litigation 
alleging  employment  discrimination.    The  potential  liability  to  the  State 
from  this  action  is  not  known. 


-19- 


6.  GENERAL  FIXED  ASSETS 

The  Library's  general  fixed  assets  balance  of  $1,235,849,  should  reflect 
the  cost  of  the  Library's  equipment  and  library  books.   The  balance  does 
not  include  the  $334,187  accumulated  cost  of  assets  purchased  by  the 
State  Library  by  June  30,  1982,  for  use  by  local  libraries.   The  follow- 
ing three  factors  preclude  the  reported  $1,236,849  from  being  accurate. 

A.  As  part  of  the  State  Library's  move  into  its  new  state-o^^med 
building  in  November  1982,  the  Library  acquired  a  substantial 
amount  of  new  equipment  that  was  acquired  under  a  combined 
equipment  purchase  contract  for  the  whole  building.   The  Library 
has  not  yet  been  provided  with  a  complete  list  of  its  new  equipment 
so  it  is  known  that  some  new  equipment  is  not  included  in  the 
reported  balance. 

B.  The  reported  asset  balance  includes  1982-83  asset  purchases  by  the 
State  Library  that  were  for  local  libraries.   The  amount  is  not 
known  due  to  late  processing  of  the  data. 

C.  No  physical  count  and  reconciliation  of  the  Library's  equipment 
has  been  made  since  1981. 

7.  CONSOLIDATED  ENTITY  TRANSFERS 

The  Library  receives  coal  severance  tax  money  which  is  accounted  for  as 
a  transfer  from  the  State  Department  of  Revenue. 

8.  Fmro  CLASSIFICATION  CHANGE 

In  1981  and  prior  years,  the  State  Library's  Federal  and  Private  Grant 
Clearance  Fund  accounting  entity  was  classified  as  a  Special  Revenue 
Fund.   Under  the  revised  treasury  fund  structure,  the  same  accounting 
entity  for  the  two  fiscal  years  ended  June  30,  1983,  is  classified  as 
an  Agency  Fund. 
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monta:^a  state  library 
schedule  of  federal  grant  receipts  and  expenditures 

Two  Fiscal  Years  Ended  June  30,  1983 


Grant 


Fiscal  Year  Ended  June  30, 
1982  1983 


Library  Service  and 
Construction  Act 
(LSCA  Titles  I  and  III), 
Federal  Fiscal  Year 
Ended  September  30: 

Receipts 

1981 
1982 
1983 

Total 


$  128,029 
360,487 


$  488,516 


$  3,591 
.80,545 
295.900 

$  380,036 


Expenditures 

1981 
1982 
1983 

Total 


$  120,210     $   3,591 

356,755        84,277 

Z_  292,781 


$  476,965 


$  380,649 


Costs  Questioned:   There  were  no  questioned  costs  during  the  audit  periods. 

The  State  provided  the  required  matching  contributions  for  each  of  the  grant 
periods. 
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MONTANA  STATE  LIBRARY 


■f\  \  TED  SCHWINDEN,  GOVERNOR 


ISIS  E.  6TH  AVENUE 


STATE  OF  MONTANA' 


Until    December,    1983   449-3115 


HELENA,  MONTANA  S9620 


October   31 ,    1983 


Mr.  G.  Dean  Reed,  CPA 

Contract  Auditor  for  the  Legislative  Auditor 

P.  0.  Box  5026 

Helena,  Montana  59604 

Dear  Mr.  Reed  : 

Thank  you  for  the  audit  of  the  Montana  State  Library  for  the  fiscal  years 
ending  June  30,  1983.   I  appreciate  the  opportunity  to  respond  to  your  audit 
recommendations . 

Recommendation  No.  1.   Make  a  year  end  accounting  adjustment  to  recognize 
revenue  in  accordance  with  generally  accepted  accounting  principles  and 
state  accounting  policies. 

i 
Concur.   This  will  be  implemented. 

Recommendation  No.  2.   Charge  expenditures  to  the  programs  for  which  they 
are  budgeted  and,  if  necessary,  seek  budget  transfers  rather  than  charging 
expenditures  to  the  wrong  program. 

Concur.   A  Program  Review  of  the  Montana  State  Library  conducted 
January- June,  1982,  found  "Current  budget  program  categories  don't 
seem  to  be  compatible  with  actual  program  management."   In  light 
of  this,  the  Committee  urged  the  Commission  to  review  current 
budget  programs.   It  is  my  intent  as  State  Librarian  to  revise 
program  and  budget  format.   Two  constraints  are  faced:   (1)   The 
Montana  Legislature,  through  the  appropriations  process,  estab- 
lishes the  programs.   The  FY  1984-85  appropriations  bill  both  ap- 
propriates money  to  the  specific  programs  and  has  language  per- 
mitting only  five  percent  transfer  of  funds.   (2)   The  Library  Ser- 
vices and  Construction  Act  and  its  federal  Rules  mandate  maintenance 
of  effort  for  two  of  the  five  programs.   Much  progress  has  been  made 
in  reformatting  the  FY  1984  budget.   Program  revisions  are  being 
submitted  following  approval  by  the  Montana  State  Library  Commission 
on  October  27,  1933.   The  State  Librarian  has  met  with  the  analysts 
of  the  Office  of  Budget  and  Program  Planning  and  the  Legislative 
Fiscal  Analyst  to  discuss  meaningful  ^change . 
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i';  iOuAi  oppop:un:t\  fVPio-fP 


Mr.  G.  Dean  Reed,  CPA 
October  31 ,  1983 
Page  2 

Recommendation  No.  3-   Clear  the  existing  overexpenditure  of  the  Library's 
1982-83  General  Fund  sub-appropriation  for  the  General  Library  Services  pro- 
gram from  SBAS  records  . 

Concur.   This  correction  was  made  by  journal  voucher  on  October  I8, 
1983. 

Recommendation  No.  H.      Review  the  Library's  disbursements  made  in  late  1982-83 
and  reclassify  as  1983-84  expenditures  those  disbursements  that  were  for 
services  to  be  received  in  1983-84. 

Concur.   The  disbursements  will  be  reviewed  as  recommended. 

Recommendation  No.  5.   Initiate  action  to  properly  dispose  of  the  balance 
of  the  Library's  expense  advances  account  dating  back  to  April  1983. 

Partially  concur.   This  appears  to  be  a  result  of  incomplete  documen- 
tation within  the  accounting  files  and  proper  documentation  within 
program  files.   Followup  action  to  insure  the  clearance  of  the  ex- 
pense advance  correction  has  been  taken. 

Recommendation  No.  6.   Record  deposits  with  publishers  as  expense  advances 
and  clear  the  advances  to  expenditures  based  on  publications  received. 

Concur.   This  will  be  implemented. 

Recommendation  No.  7-   Process  payments  to  other  state  agencies  by  means  of 
no-warrant  transfers  as  opposed  to  transfer  warrant  claims. 

Concur.   This  will  be  implemented. 

Recommendation  No.  8.   Take  a  current  physical  inventory  of  fixed  assets, 
compare  and  reconcile  differences  with  the  fixed  assets  records,  record 
the  necessary  adjustments,  maintain  the  fixed  assets  records  on  a  current 
basis,  and  perform  physical  counts  and  reconciliations  on  an  annual  basis 
in  the  future . 

Concur .   The  Montana  State  Library  has  been  waiting  to  work  on  the 
physical  inventory  because  it  has  not  received  necessary  lists  of 
assets  from  the  Architecture  and  Engineering  Division  of  the  De- 
partment of  Administration.   The  State  Librarian  will  continue  to 
try  to  secure  the  needed  schedules.   If  the  schedules  are  not  avail- 
able within  the  next  few  weeks,  the  current  physical  inventory  will 
be  taken  without  them.   This  will  provide  us  the  needed  fixed  asset 
control  system,  which  we  will  reconcile  each  year  as  recommended. 

Recommendation  No.  9.   Complete  and  file  a  corrected  federal  cash  status 
report  for  June  30,  1983,  and  file  future  reports  on  the  cash  basis. 

Concur.   This  will  be  implemented.   "^ 
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Mr.  G.  Dean  Reed,  CPA 
October  31 ,  1983 
Page  3 


If  there  is  additional  information  which  I  can  supply,  please  let  me  know. 

Sincerely, 


Sara  Parker 
State  Librarian 


SP/jf 
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